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About Chamaelo Exploration Ltd. 


Chamaelo Exploration Ltd. (“Chamaelo”) was created as the result of 
a Plan of Arrangement on June 22, 2005 which converted Chamaelo 
Energy Inc. into two new entities. Chamaelo is a growth oriented; 
Calgary based oil and gas company, engaged in the acquisition, 
exploration, development, and production of oil and natural gas 

in Western Canada. Chamaelo is a public company listed on the 


Toronto Stock Exchange and trades under the symbol “CXN”. 
Annual Meeting 


The Annual General Meeting of the Shareholders of Chamaelo 
Exploration Ltd. will be held at 3:00 PM on May 25, 2006, in 

the Mount Royal Room of the Marriott Hotel. Shareholders are 
encouraged to attend and participate in the business of the Meeting; 
those who are unable to attend are requested to return their proxies to 


the Registrar within the times specified in the Information Circular. 
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Highlights 


* Commenced operations on June 22, 2005, as a result of a Plan 
of Arrangement involving Chamaelo Exploration Ltd. (the 
“Company” or “Chamaelo”), Chamaelo Energy Inc. and Vault 
Energy Trust, whereby the Company acquired certain oil and 
natural gas properties with production of approximately 1,000 
boepd from Chamaelo Energy Inc. in exchange for common 


shares and common share purchase warrants of the Company. 


* Commenced trading on the Toronto Stock Exchange under the 
symbol “CXN” on June 27, 2005. 

* Completed private placement equity financings for gross proceeds 
of $32,500,000. 

* Drilled 23 (15.3 net) wells resulting in 16 (9.6 net) gas wells, 1 
(0.50 net) oil well, and 6 (5.2 net) dry/uneconomic wells for an 
overall success rate of 66%. 


* Subsequent to year-end, Chamaelo closed a business combination 


with two private companies - Tournament Energy Ltd. 


Period Ended 
December 31, 2005 


FINANCIAL (1) 


($, except where noted) 


Oil and natural gas sales 13,663,150 
Funds from operations 7,752,738 
per share — basic 0.39 
per share - diluted 0.37 
Net earnings 2,528,270 
per share - basic 0.13 
per share - diluted 0.12 
Capital expenditures 14,917,714 
Net cash and working capital FS S16 
Common shares outstanding 
weighted average - basic 19,823,867 
weighted average - diluted 21,088,684 
end of period - basic 20,368,342 
end of period - diluted 25,892,600 


(“Tournament”) and Tropic Networks Inc. (“Tropic”) by way 
of Plan of Arrangement. Tournament has oil and gas assets 
located in Chamaelo’s West Central Alberta core area producing 
approximately 3,100 boepd in December 2005. Tropic is a 
company that sought to reorganize and enter the oil and gas 
business and has a technology business that will be distributed to 


its existing shareholders as part of the Plan of Arrangement. 


In conjunction with the Plan of Arrangement, Tropic and 
Tournament each entered into private placement equity financings 


for total aggregate gross proceeds of $93,750,000. 


Period Ended 
December 31, 2005 


OPERATING (7) 
Number of producing days 193 


Daily production 


Oil and liquids - (bbls/d) 375 
Natural gas - (mcf/d) 4,040 
Oil equivalent - (boe/d @6:1) 1,048 


Revenue, net of transportation 


Oil and liquids - ($/bbl) 69.09 

Natural gas - ($/mcef) 10.75 

Oil equivalent - ($/boe @6:1) 66.16 
Royalties 

Oil and liquids - ($/bbl) 12.85 

Natural gas - ($/mcf) 2.33 

Oil equivalent - ($/boe @6:1) 13.58 


Production expenses 


Oil and liquids - ($/bbl) 1715 
Natural gas - ($/mcf) 1.60 
Oil equivalent - ($/boe @6:1) 10.52 


Operating netback 


Oil and liquids - ($/bbl) 44.11 
Natural gas - ($/mcef) 6.82 
Oil equivalent - ($/boe @6:1) 42.06 


(1) There are no comparative numbers as the Company was incorporated on April 25, 2005 and began active operations on June 22, 2005. 


Results from oil and natural gas activities take into account only the 193-day period from June 22, 2005 to December 31, 2005. 


President’s Message 


Chamaelo Exploration Ltd. was formed on June 22, 2005 as the 
“ExploreCo” from the reorganization of Chamaelo Energy Inc. into 


a royalty trust and an exploration based oil and gas producer. 


June 2005 — A New Beginning 


Although Chamaelo was able to retain some of the prior Manage- 
ment Team, it would be required to make material additions to its 
technical and operational team. In addition, Chamaelo would be 
required to assemble an entirely new Board of Directors as it was 
decided that the “Trust” and “ExploreCo” should retain as much 


independence as possible. 


I am pleased to report that we were fortunate in putting together 
a very cohesive and experienced Management Team as well as an 
experienced and diverse Board of Directors. I believe this group will 


serve shareholders well in stewarding their investment in Chamaelo. 
Fall 2005 — Building the Foundation for Success 


Management’s vision was to create an intermediate producer such 
that it could compete for land, properties and services in a highly 
competitive environment. The advantage of an intermediate pro- 
ducer being that it has significant financial resources to compete 
with larger entities while still being nimble and focused enough to 


react quickly to opportunities. 


To that end, Chamaelo negotiated a merger with Tournament 
Energy and Tropic Networks which would provide the combined 


entity with the following attributes: 


* Production of over 4,000 boepd that provides cash flow 
for growth 

* Large undeveloped land base (over 115,000 net acres) to explore 
for oil and gas 

* Tax Pools of $280 million to shield future taxes and allow for 
100% reinvestment of cash flow 

* Increased market capitalization which provides greater liquidity 
for shareholders and allows for greater access to capital 


* Diverse asset base that reduces business risk and volatility 


2006 — Road to 10,000 


While Chamaelo has come a long way since inception in June 2005, 
Management understands it has a long road ahead to get to being a 
10,000 boepd producer. That said, the Team is working diligently 
with the goal being to_set up the company for the long term so that 


Chamaelo will be able to grow quarter after quarter for years to come. 


As of the end of March 2006 we are approximately 4,500 boepd and 
looking to grow to 6,500 by year-end. Although we have an ageres- 
sive summer capital program and commodity prices have recently 
moved lower, we are still comfortable we are on track to achieve our 
budgeted exit production rate and be positioned to get to 10,000 
boepd by the end of 2007. 


We look forward to the challenges ahead and will work as a cohesive 
group in our attempt to successfully execute our strategy to the 


benefit of our shareholders. 


Sincerely, 


ee 


Rob Zakresky, CA 
President & Chief Executive Officer 
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Land 


Chamaelo started with an excellent undeveloped land base of 59,000 
net acres concentrated primarily in Northeast British Columbia and 
West Central Alberta. Chamaelo also has a farm-in on 41,000 net 
undeveloped acres in West Central Alberta in which it has committed 
to spend $4 million over the two year farm-in period on seismic 

and drilling. If Chamaelo spends $6 million, the farm-in will be 
extended by one year. This combined with Crown acquisitions has 


positioned the Company nicely in its West Central Alberta core area. 


Chamaelo will continue to add to its strong land base through 
continued Crown land sale acquisitions, freehold leasing, and farm- 
ins. Subsequent to year-end Chamaelo increased its land base by 
51,000 net undeveloped acres in West Central Alberta, through the 


January 5, 2006 Plan of Arrangement with Tournament and Tropic. 


The following table highlights Chamaelo’s gross and net land 


holdings as at December 31, 2005 (prior to the January 5, 2006 Plan 


of Arrangement): 


Province Gross Net Gross Net 

Developed Developed Undeveloped Undeveloped 

Acres Acres Acres Acres 
Alberta 64,400 13,000 44,500 30,500 108,900 43,500 
British Columbia 17,600 8,600 51,000 27,500 68,600 36,100 
Saskatchewan - - 2,200 2,200 2,200 2,200 
82,000 21,600 97,700 60,200 179,700 81,800 


CORE AREAS 


CORPORATE PRODUCTION 
Net 4,200 Boepd 
Oil & NGL’s 1,850 Bopd 
Gas 14,100 Mcfpd 


NORTHEAST B.C. 
PEACE RIVER ARCH 
750 Boepd 


Alberta 


WEST CENTRAL ALBERTA & 
3,450 Boepd 


NOTE: Production as at March 21, 2006. 


Operations 


Reserves Chamaelo’s Board of Directors. For additional information on the 


Company's reserves, please refer to Chamaelo’s Annual Information 


Effective December 31, 2005, Chamaelo’s proved plus probable Form (“AIP”) filed on SEDAR at www.sedar.com. 

reserves, as evaluated by GL] Petroleum Consultants Ltd. (““GLJ”), 

using the NI 51-101 reserves standards, were 4.5 million barrels of The following tables summarize Chamaelo’s reserves and net present 
oil equivalent with natural gas being converted at 6:1. The report values from the December 31, 2005 GL] reserve report (prior to the 
prepared by GL] was reviewed by the Reserves Committee of January 5, 2006 Plan of Arrangement): 


Summary of Oil and Natural Gas Reserves (Working Interest) 


Forecast Prices and Costs 
as at December 31, 2005 


Light and Natural Gas Oil 
Medium Oil Natural Gas Liquids Equivalent 
(Mbbls) (Mmcf) (Mbbls) (Mboes) 

Proved 
Developed producing 681 9,146 191 2,396 
Developed non-producing 100 2757 78 638 
Undeveloped 138 1,354 35 399 
Total proved — 920 13,257 304 3,433 
Probable : 305 4,271 87 1,104 
Total proved plus probable 1,235 17,528 391 4,537 


Net Present Value of Future Net Revenues (Before Income Taxes) 


Forecast Prices and Costs 
as at December 31, 2005 


5 
0% 5% 10% 15% 20% 

($M) ($M) ($M) ($M) ($M) 19 

R 

f 

- Proved ° 

Developed producing 60,620 49,097 42,544 38,032 34,645 i 

Developed non-producing 18,621 15,210 12,885 11,193 9,902 5 
Undeveloped 8,179 6,614 5 bot 4.727 4.101 
Total proved 87,420 70,921 60,961 53,953 48,648 
Probable — 29,055 18,875 13,809 10,802 8,819 

Ce ee 


Total proved plus probable 116,475 89,796 74,770 64,755 57,467 
EE EE —E——E——E———E—— EE ee 


Summary of Pricing Assumptions 


Forecast Prices 
as at December 31, 2005 
WTI Edmonton Natural Gas AECO 
Cushing Reference Monthly Index Exchange Rate 
($US/bbl) ($/bbl) ($/mmbtu) ($US/$Cdn) 
2006 57.00 66.25 10.60 0.85 
2007 55.00 64.00 9.25 0.85 
2008 51.00 59.25 8.00 0.85 
2009 48.00 iis) 7.50 0.85 
2010 46.50 54.00 LDA 0.85 
On completion of the Plan of Arrangement on January 5, 2006, following table summarizes Tournament’ reserves as evaluated by 
Tournament’s reserves were added to the corporate base. The Sproule Associates Limited effective September 30, 2005: 


Summary of Oil and Natural Gas Reserves (Working Interest) 


Forecast Prices and Costs 
as at September 30, 2005 


Light and Natural Gas Oil 
Medium Oil Natural Gas Liquids Equivalent 
(Mbbls) (Mmcf) (Mbbls) (Mboes) 

Proved 
Developed producing | 999 55335. 326 2,214 
Developed non-producing 225 2,408 93 720 
Undeveloped 268 Zot 107 734 
Total proved 1,493 9,894 526 3,668 
Probable 1,262 5,303 301 2,446 
Total proved plus probable 2,754 15597 827 6,114 

Production Subsequent to year-end, Chamaelo combined with Tournament, 


which was producing approximately 3,100 boepd in December, 2005. 


Chamaelo commenced operations on June 22, 2005 with 


2 production of approximately 1,000 boe/d. Chamaelo’s average Drilling 
a production for the period from June 22, 2005 to December 31, 
= ; aye : : . 
a 2005 was 1,048 boe/d comprised of 375 bbls/d of crude oil and In Chamaelo’s first 193 days of operations, the Company drilled 23 
s ~ mee e 
=) natural gas liquids production and 4,040 mcf/d of natural gas (15.3 net) wells resulting in 16 (9.6 net) gas wells, 1 (0.50 net) oil 
o i es , = 

production. well, and 6 (5.2 net) dry/uneconomic wells for an overall success 


rate of 66% and has satisfied the financial commitment under the 


terms of its farm-in commitment to Vault Energy Trust pursuant to 


the June 22, 2005 Plan of Arrangement. Two gas wells were tied-in 
late in 2005 while the remaining wells are anticipated to be tied-in 


during the first and second quarters of 2006. 


Safety and Environment 


Chamaelo will meet and consistently strive to exceed health, safety 
and environmental regulations in the jurisdictions in which we 
operate. The Company has put in place its Corporate and Site 
Specific Emergency Response Plans, operating procedures manuals 
and reporting systems and will continue to update and refine these 


on an ongoing basis as operations require. 


Looking Ahead 


Subsequent to year-end, Chamaelo closed a business combination 
with two private companies - Tournament and Tropic by way of 
Plan of Arrangement. Tournament has oil and gas assets located in 
Chamaelo’s West Central Alberta core area producing approximately 
3,100 boepd in December 2005. Tropic is a company that sought to 
reorganize and enter the oil and gas business and has a technology 
business that will be distributed to its existing shareholders as part of 


the Plan of Arrangement. 


As at March 21, 2006, the combined entity has the following 


characteristics: 


* Production of approximately 4,200 boepd (55% gas) 

* A high quality asset base focused primarily in 
West Central Alberta (over 80%) 

* Low operating costs (approx. $7 per boe) 

¢ High netback properties resulting from high quality product, 
lower than average royalties and low operating costs 

* Large cash flow base to fund a diverse asset portfolio including a 
portion of higher impact opportunities 

* A large undeveloped land base (over 115,000 net acres) including 
a large farm-in (over 41,000 net acres) for exploration 

* Over 60 identified potential drilling locations 

* Opportunities to materially increase reserves through 
optimization, waterflood, and recompletions 


* Tax horizon of 2008 or beyond 


Chamaelo is well positioned to build on the assets acquired over the 
course of 2005 and early 2006. The Company will build production 
going forward with a balanced approach that will be opportunity 
driven, including acquisitions, exploration and exploitation. Chamaelo 
has assembled a strong technical team and its operations expertise gives 


the Company a competitive advantage in its core operating areas. 
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Properties 
verview 


In 2005 Chamaelo emerged with a full Geological and Geophysical 
staff which gave the Company the ability to quickly assess a wide 
variety of exploration, exploitation and acquisition opportunities. 
For the most part, the 2005 exploration and development drilling 
targets were focused in West Central Alberta with an emphasis 

on our farm-in on Wimborne lands. Chamaelo’s properties at 
December 31, 2005 were all attained from the June 22, 2005 Plan 
of Arrangement whereby Chamaelo Energy Inc. split into two new 
entities. As a result of a Plan of Arrangement subsequent to year- 
end, Chamaelo has significantly expanded its properties in its West 


Central Alberta core area. 


West Central Alberta 


Wimborne 
Chamaelo holds a 7.5% working interest in the 
Leduc Unit and the Nisku Unit in the Wimborne 


area of West Central Alberta plus varying other 


working interests in non-unit lands. Chamaelo also 
has a farm-in on approximately 41,000 net acres 


of land. Total production from the Wimborne area 


is approximately 230 boe/d. Chamaelo drilled 


14 (8.5 net) gas wells in 2005, 10 of which were 


drilled to the Belly River formation. The majority 


of these wells are expected to be tied-in during PENHOLD 


WIMBORNE 


the first and second quarter of 2006. This property 


holds significant upside in various zones including 


Mannville CBM. Chamaelo plans on drilling 20 


(10.0 net) wells on this property during 2006. 
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Wilson Creek 

Chamaelo holds an average 88% working interest in 14,794 acres of 
land in the Wilson Creek area of West Central Alberta. Production 
from the area is approximately 1,200 boe/d from the Belly River, 
Rock Creek and Pekisko formations as well as the Viking and 
Nordegg formations. Production from the Belly River oil wells in 
the Wilson Creek Basal Belly River “B” pool are currently subject 
to maximum rate limitations by the Alberta Energy and Utilities 
Board. Prior to the limitations being re-imposed on January 1, 
2006, this property was producing 1,900 boe/d. The Wilson Creek 
Basal Belly River “B” pool is also the subject of a waterflood study 
which, if implemented, would lift the restrictions. This property 
was attained January 5, 2006 through the Plan of Arrangement with 


Tournament and Tropic. 


Willesden Green 
Chamaelo holds an average 89% working interest 


in 10,400 acres of land in the Willesden Green area 


Penhold 

Chamaelo holds an average 72% working interest in 13,539 acres of 
land in the Penhold area of West Central Alberta. Production from 
the area is approximately 140 boe/d from the Belly River, Ellerslie, 


Mannville, Ostracod, and Edmonton Sands formations. 


Pembina 

Chamaelo holds an average 39% working interest in 11,680 acres of 
land in the Pembina area of West Central Alberta. Production from 
the area is approximately 60 boe/d from the Nisku formation. One 


drilling location (0.5 net) has been identified on the property which 


is expected to be drilled during the second quarter of 2006. 


of West Central Alberta. Production from the area 
is approximately 900 boe/d from the oil bearing 


Viking formation and the gas bearing Rock Creek 


Jurassic formation. This property was attained 
January 5, 2006 through the Plan of Arrangement 


with Tournament and Tropic. 


Gosling 


Chamaelo holds an average 70% working interest 


ade CARROT CREEK 


eee 


WEST CENTRAL ALBERTA 


in 17,280 acres of land in the Gosling Lake area of 


West Central Alberta. Production from the area is 


approximately 530 boe/d from the gas producing 


Rock Creek Jurassic formation. This property 


was attained January 5, 2006 through the Plan of 


Arrangement with Tournament and Tropic. 


Buck Lake 


Chamaelo holds an average 92% working interest 
in 26,104 acres of land in the Buck Lake area of 
West Central Alberta. Production from the area is 
approximately 150 boe/d from the Viking, Upper 
Mannville, Edmonton, and Belly River formations. 
This property was attained January 5, 2006 through 


the Plan of Arrangement with Tournament and Tropic. 
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Sikanni 

Chamaelo holds an average 53% working interest in 39,320 acres 

of land in the Sikanni area of Northeast B.C. Production from 

the area is approximately 450 boe/d from the Halfway and Debolt 
formations. Various recompletion and drilling operations are planned 
for late 2006 on this property. 


) ~ (Sie yay! 


Buick Cree 
Chamaelo holds an average 54% working interest in 21,075 acres of 
land in the Buick Creek area of Northeast B.C. Production from 
the area is approximately 75 boe/d from the Dunlevy, Bluesky, and 
Cadomin formations. Various recompletion and drilling operations 


are planned for late 2006 on this property. 
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Management's Discussion and Analysis 


March 21, 2006 


Chamaelo Exploration Ltd. (“Chamaelo” or the “Company’’) is an 
emerging oil and natural gas company, actively engaged in the acquisi- 
tion, development, exploration, and production of oil and natural gas 


reserves in the Western Canadian Sedimentary Basin. 


Chamaelo was incorporated under the Business Corporations Act 
(Alberta) on April 25, 2005 and commenced operations on June 22, 
2005 under a Plan of Arrangement entered into by the Company, 
Chamaelo Energy Inc. and Vault Energy Trust. Under the Plan of 
Arrangement, the Company acquired certain oil and natural gas 
properties from Chamaelo Energy Inc. As a result, the financial state- 
ments for the period ended December 31, 2005 and the disclosure 
throughout the Management's Discussion and Analysis (“MD&A”) 
reflect Chamaelo’s business from the date of its inception with no 
comparative disclosure available. Results from oil and natural gas 
activities take into account only the 193-day period from June 22, 
2005 to December 31, 2005. 


Chamaelo commenced trading on the Toronto Stock Exchange 
(“TSX”) on June 27, 2005 under the symbol “CXN”. 


The MD&A should be read in conjunction with the audited finan- 
cial statements for the period ended December 31, 2005. The audited 
financial statements and financial data contained in the MD&A 

have been prepared in accordance with Canadian generally accepted 
accounting principles (“Canadian GAAP”) in Canadian currency 


(except where noted as being in another currency). 


Barrel of oil equivalent (“boe”’) amounts have been calculated using 
a conversion rate of six thousand cubic feet of natural gas to one 
barrel of oil (“6:1”) unless otherwise stated. The term “boe” may be 
misleading, particularly if used in isolation. A boe conversion rate of 
six thousand cubic feet of natural gas to one barrel of oil equivalence 
is based on an energy equivalency conversion method primarily ap- 
plicable at the burner tip and does not represent a value equivalency 


at the wellhead. 


This MD&A may contain forward-looking information that involve 
a number of risks and uncertainties that could cause actual results 

to differ materially from those anticipated. For this purpose, any 
statements herein that are not statements of historical fact may be 
deemed to be forward-looking statements. Such risks and uncertain- 
ties include, but are not limited to: risks associated with the oil and 
gas industry (e.g. — operational risks in exploration, development 
and production; changes and/or delays in the development of capital 
assets; uncertainty of reserve estimates; uncertainty of estimates and 
projections relating to production and costs; commodity price fluc- 


tuations; environmental risks; and industry competition). 


Funds from operations and operating netback as presented do not 
have any standardized meaning prescribed by Canadian GAAP and 
therefore may not be comparable to similar measures used by other 
companies. The determination of funds from operations is detailed 
on the Statement of Cash Flows. Operating netback, which is cal- 
culated as average unit sales price less royalties, production expenses, 
and transportation expenses represents the cash margin for every 


barrel of oil equivalent sold. 
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Summary of Financial Results (7) 


Period ended December 31, 2005 


Oil and natural gas sales 13,663,150 
Funds from operations 7 9213s 
per share - basic 0.39 
per share - diluted 0.37 
Net earnings 2,528,270 
per share - basic 0.13 
per share - diluted 0.12 
Total assets 92,828,160 
Net cash and working capital 17 57575 
Total long-term liabilities 4,876,979 


(1) There are no comparative numbers as the Company was incorporated on April 25, 2005 and began active operations on June 22, 2005. 
Results from oil and natural gas activities take into account only the 193-day period from June 22, 2005 to December 31, 2005. 


Production Revenue 


Tete Period ended December 31, 2005 Period ended December 31, 2005 


Average Daily Production 


| 


Oil and liquids (bbls/d) 375 Oil and liquids 5,114,820 
Natural gas (metf/ d) 4,040 Natural gas 8,548,330 
Total (boe/d) 1,048 Total revenue 13,663,150 
Transportation expenses (281,789) 
The reported oil and natural gas production reflects operating activi- Total revenue, net of 13,381,361 
ties for the Company’s first 193 days of operations from June 22, transportation 
in 2005 to December 31, 2005. On a combined basis, average daily pro- 
a duction totaled 1,048 boe/d. Crude oil and natural gas liquids pro- Average Sales Price 
0 duction averaged 375 boe/d while natural gas production averaged Oil and liquids ($/bbl) 70:73 
; | 4,040 mcf/d over the 193 day period ended December 31, 2005. Natural gas ($/mcf) 10.96 
Average sales price ($/boe) 67.55 
g Transportation expenses ($/boe) (1.39) 
: Average sales price ($/boe), net of 66.16 
3 transportation 


Revenue totaled $13,663,150 for the period ended December 31, 
2005. Currently, the Company sells all its oil, natural gas liquids 
and natural gas on the spot market. Future prices received from the 
sale of oil, natural gas liquids and natural gas may fluctuate as the 
result of market factors. The Company did not hedge any of its oil, 
natural gas liquids or natural gas production for the period. The 
following table outlines the Company’s realized wellhead prices 


and industry benchmarks: 
Commodity Pricing 


Period ended 
December 31, 2005 


(average unless 
otherwise stated) 


AECO Daily Spot Price $/mcf 10.70 
Exchange Rate 
US./ Cdn Dollar Average Exchange Rate 0.8406 


Corporate average oil and natural gas liquids price was 95.1% of 


Edmonton Par price or a discount of $3.62 to Edmonton Par. A dif- 


ference can be a result of quality (higher or lower API), sour content, 


natural gas liquids included in reporting and various other factors. 
Chamaelo’s differences are mainly as a result of sour content in the 
oil and production of natural gas liquids that are priced lower than 
Edmonton Par. Note that these differences change on a monthly 


basis pending demand for each particular product. 


Transportation Expenses 


Period ended December 31, 2005 


Oil and liquids ($/bbl) 1.64 
Natural gas ($/mcf) 0.21 
Total ($/boe) : 1.39 


Transportation expenses are third-party pipeline tariffs and trucking 
costs incurred to deliver the products to the purchasers at main hubs. 
The Company expects to have industry average transportation costs, 
as most of the current production and capital expenditure plans are 


located in West Central Alberta. 


Royalties 


Period ended December 37, 2005 


| 


Oil and liquids 929,070 
Natural gas 1,818,361 
Total royalties De gee 
Average Royalty Rate (% of sales) 

Oil and liquids 18.2 
Natural gas 2133 


Average royalty rate 20.1 


Crude oil, natural gas liquids and natural gas royalties totaled 
$2,747,431 for the period ended December 31, 2005.The overall ef 
fective royalty rate was 20.1 percent of the Company’s total revenue 


from the sale of crude oil, natural gas liquids and natural gas. 


Production Expenses 


Period ended December 31, 2005 


ANNUAL REPORT 2005 


Oil and liquids ($/bbl) 12.13 
Natural gas ($/mcf) 2 60) 
Total ($/boe) 10.52. 


Per unit production expenses for the period ended December 31, 
2005 were $10.52/boe ($12.13/bbl of oil and natural gas liquids and 


$1.60/mef of gas). Chamaelo recognizes that controlling operating 
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costs plays an integral role in the effective exploitation of reserves 
typically found today in the Western Canadian Sedimentary Basin. 
Chamaelo is committed to focusing efforts on opportunities that 
will improve operational efficiencies and reduce per boe production 


expenses to enhance netbacks. 


Operating Netback 


Period ended December 31, 2005 
Oil and liquids ($/bbl) 


Revenue 70.73 
Royalties 12.85 
Production expenses 12.13 
Transportation expenses 1.64 
Opectne netback 44.11 


Natural gas ($/mcf) 


Revenue 10.96 
Royalties PIB) 
Production expenses 1.60 
‘Transportation expenses 0.21 
Operating netback 6.82 


Combined $/Boe (6:1) 


Revenue 67.55 
Royalties 13.58 
Production expenses 10.52 
Transportation expenses 39 
Opemane netback 42.06 


The operating netback is a key indicator of an exploration and 
production company’s ability to generate cash flow for reinvestment. 
During the period ended December 31, 2005, Chamaelo generated 


an operating netback of $42.06 per boe. 


General and Administrative Expenses (“G&A”) 


Period ended December 31, 2005 


$ 

G&A expenses (gross) 1,363,661 

G&A capitalized (205,024) 

G&A recoveries (136,408) 

G&A expenses (net) 1,022,229 

G&A expenses ($/boe) 5.05 
G&A totaled $1,022,229 in the period ended December 31, 2005, 


or $5.05 per boe. The Company expects per-unit G&A costs will 


decline significantly as production levels increase. 


Depletion, Depreciation and 
Accretion (“DD&A”) 


Period ended December 31, 2005 


DD&A ($) 3,039,390 
DD&A ($/boe) 15.03 


The Company's DD&A expense totaled $3,039,390 during the pe- 
riod. On a unit-of-production basis the DD&A provision was $15.03 
per boe. During the period ended December 31, 2005, the provision 
for DD&A includes $126,161 ($0.62 per boe) for accretion of asset 


retirement obligations. 


Taxes 
$ 
Capital taxes 54,521 
Future income taxes 1,607,587 
1,662,108 


Taxes ($/boe) 8.22 


Capital taxes for the period ended December 31, 2005 were $54,521 
consisting of Large Corporations Tax (“LCT”). Future income taxes 
are recorded using the liability method. At December 31, 2005 the 
Company had approximately $50 million in tax pools to shelter 


against future income. 


Funds from Operations and Net Earnings 

Funds from operations for the period ended December 31, 2005 was 
$7,752,738 ($0.37 per diluted share). Net earnings totaled $2,528,270 
($0.12 per diluted share) in the period ended December 31, 2005. 


Capital Expenditures 

On June 22, 2005, as a result of a Plan of Arrangement involving the 
Company, Chamaelo Energy Inc., and Vault Energy Trust, the Com- 
pany acquired certain oil and natural gas properties from Chamaelo 
Energy Inc. in exchange for common shares and common share 
purchase warrants of the Company. Pursuant to the Plan of Arrange- 
ment, the Company issued 14,290,421 common shares and 699,332 
common share purchase warrants of the Company to Chamaelo 
Energy Inc. shareholders on a pro-rata basis. As the Company and 
Chamaelo Energy Inc. are deemed to be related parties, the net assets 
acquired by the Company have been recorded at Chamaelo Energy 


Inc.’s net book value as follows: 


Net assets acquired Amount ($) 


Oil and natural gas properties 44,694,608 
Office and other equipment 32,426 
Asset retirement obligation (3,206,034) 
: SS } 41,521,000. 


Consideration of acquisition 


Issuance of 14,290,421 common shares 41,389,355 
131,645 
41,521,000 


Issuance of 699,332 warrants 


Net cash payments for capital expenditures are as follows: 


Period ended December 37, 2005 


ed ee 2,179,735 
: Drilling, completions and workovers 8,559,631 
‘Sqn 2,612,489 
Geological and geophysical 1,396,860 
Odhen og F 168,999 
Pe 14,917,714 


During the period ended December 31, 2005, the company drilled 23 
(15.3 net) wells resulting in 16 (9.6 net) gas wells, 1 (0.50 net) oil well, 
and 6 (5.2 net) dry/uneconomic wells for an overall success rate of 66%. 
‘Two gas wells were tied-in late in 2005 while the remaining wells are 


anticipated to be tied-in during the first and second quarters of 2006. 


Finding, Development and Acquisition Costs (“FD&A”’) 
FD&A costs reflect the efficiency and value added by the Company’s 
capital spending. While NI 51-101 requires that the effects of acquisi- 
tions and dispositions be excluded, Chamaelo has included these items 
because it believes that acquisitions can have a significant impact on 
the Company’s ongoing reserve replacement costs and that excluding 
these amounts could result in an inaccurate portrayal of Chamaelo’s 


cost structure. The Company’s FD&A costs for the period ended De- 


cember 31, 2005 are as follows: 


Proved plus 
Proved Probable 

Reserve additions (mboe) (1) 3,639,700 4,744,800 

Capital expenditures ($) 14,917,714 14,917,714 

Acquisition ($) 41,521,000 41,521,000 
Total, excluding 56,438,714 56,438,714 
future capital ($) 

Future capital costs ($) (2) 6,859,000 8,923,000 
Total, including 63,297,714 65,361,714 
future capital ($) 

FD&A costs, excluding future 15.51 11.89 

capital costs ($/BOE) 

FD&A costs, including future 17239 13.78 


capital costs ($/ BOE) 


(1) Based on total company interest reserves before deduction of roy- 
alties to others and including any royalty interest of Chamaelo. Based 


on the evaluation by GL] Petroleum Consultants Ltd. (“GLJ”). 


(2) Future development capital expenditures required to recover 
reserves estimated by GLJ.The aggregate of the exploration and 
development costs incurred in the most recent financial period and 
the change during that period in estimated future development costs 
generally will not reflect total finding and development costs related 


to reserve additions for that period. 
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Liquidity and Capital Resources 


Net cash and working capital was $17,575,176 at December 31, 2005. 


On June 21, 2005, the Company completed a private placement 
financing for an aggregate of 3,076,923 units at a price of $3.25 per 
unit for gross proceeds of $10,000,000. Each unit is comprised of 
one non-voting common share and one non-voting common share 


purchase warrant of the Company. 


On June 22, 2005, as a result of a Plan of Arrangement involving the 
Company, Chamaelo Energy Inc., and Vault Energy Trust, the Com- 
pany acquired certain oil and natural gas properties from Chamaelo 
Energy Inc. in exchange for common shares and common share 
purchase warrants of the Company. Pursuant to the Plan of Arrange- 
ment, the Company issued 14,290,421 common shares and 699,332 
common share purchase warrants of the Company to Chamaelo 


Energy Inc. shareholders on a pro-rata basis. 


On July 27, 2005, the Company completed a private placement 
financing for an aggregate of 3,000,000 common shares priced at 


$7.50 per common share for gross proceeds of $22,500,000. 


Subsequent to December 31, 2005, the Company entered into a Plan 
of Arrangement whereby it combined with two private companies - 
Tournament Energy Ltd. (“Tournament”) and Tropic Networks Inc. 
(“Tropic”). Tournament has oil and gas assets located in Chamaelo’s 
West Central Alberta core area. Tropic is a company that sought to 
reorganize and enter the oil and gas business and has a technology 
business that will be distributed to its existing shareholders as part of 
the Plan of Arrangement. The combined entity will carry on with 
the name Chamaelo Exploration Ltd. and will continue to trade on 


the Toronto Stock Exchange under the symbol “CXN”. 


Before the Plan of Arrangement, Tropic and Tournament closed 
equity financing agreements, on a “bought deal” private placement 


basis as more fully described below. 


‘Tropic issued 13,000,000 subscription receipts (“Subscription Re- 
ceipts”’) at a price of $6.75 per Subscription Receipt for gross proceeds 
of $87,750,000. Each Subscription Receipt was exchanged for one vot- 


ing common share of Chamaelo pursuant to the Plan of Arrangement. 


Tournament issued 800,000 flow-through special warrants (“Special 
Warrants”) for gross proceeds of $6,000,000. The Special Warrants 
were converted into voting common shares of Chamaelo pursuant 
to the Plan of Arrangement at a ratio of 0.8928 of a voting common 
share per Special Warrant. Conversion of the Special Warrants re- 
sulted in 714,240 voting common shares of Chamaelo at an implied 


issue price of $8.40 per share. 


5,255,483 voting common shares were also issued as the result of 
the Plan of Arrangement as non-cash consideration for the busi- 


ness combination. 


The Company has a revolving operating demand loan credit facility 
available up to $10.5 million bearing interest at prime with a Canadian 
bank. The credit facility is secured by a $30 million fixed and float- 
ing charge debenture on the assets of the Company. Subsequent to 
December 31, 2005, the Company amended its credit facility with a 
Canadian bank. Under the amended agreement, the amount avail- 
able on the revolving operating demand loan increased to $60 million 
bearing interest at prime plus a premium ranging between 0% and 
1.00% based on the Company’s debt to cash flow ratio. The security 
on the credit facility now includes a $100 million supplemental fixed 


and floating charge debenture on the assets of the Company. 


The Company anticipates it will make substantial capital expendi- 
tures for the acquisition, exploration, development and production of 
oil and natural gas reserves in the future. The Company will utilize 
current cash reserves, internally generated cash flow from operations, 
debt where deemed appropriate and equity financing if market con- 


ditions are favourable to finance its capital expenditures. 


Summary of Quarterly Results (1) 


Period ended 


aes : Q4/05 December 31, 2005 
Number of producing days 9 92 92 193 
$ $ $ $ 

Oil and natural gas sales 488,479 6,069,790 7,104,881 13,663,150 
Funds from operations 117,232 3,489,285 4,146,221 7,752,738 
per share - basic 0.01 0.18 0.20 0.39 
per share - diluted 0.01 0.17 0.19 0.37 
Net earnings (loss) (22,910) 1,155,415 1,395,765 2,528,270 
per share - basic : 0.06 0.07 0.13 
per share - diluted = 0.06 0.06 0.12 


(1) There are not eight quarters of information as the Company was incorporated on April 25, 2005 and began active operations on June 22, 2005. Results 
from oil and natural gas activities take into account only the 193-day period from June 22, 2005 to December 31, 2005. 


Fourth Quarter 2005 


On a combined basis, average daily production totaled 1,043 boe/d 
for the fourth quarter of 2005. Crude oil and natural gas liquids pro- 
duction averaged 340 boe/d while natural gas production averaged 
4,216 mcf/d. Average prices received during the fourth quarter of 
2005 were $71.12/bbl for oil and natural gas liquids and $12.57/mcf 
for natural gas. The overall royalty rate in the fourth quarter of 2005 
was 20.0%, production expenses were $11.08/boe, and transportation 
costs were $1.50/boe. The overall operating netback for the fourth 
quarter was $46.72 compared to $42.06 for the period from June 22, 
2005 to December 31, 2005 resulting from higher natural gas prices 


realized during the fourth quarter of 2005. 


Outstanding Share Data 


The Company is authorized to issue an unlimited number of vot- 
ing common shares and non-voting common shares. The voting 
common shares of the Company are traded on the TSX under the 
symbol “CXN”.The non-voting common shares have the same 
rights and privileges as the voting common shares except for the 
voting feature. The non-voting common shares can be converted to 
voting common shares at any time by the Company subject to TSX 
approval. The following table summarizes the common shares out- 


standing and the number of shares exercisable into common shares 


from options and warrants: 


December March 

31, 2005 21, 2006 

Voting common shares 17,291,419 36,267,302 
Non-voting common shares 3,076,923 3,076,923 
Options 1,749,000 2,696,600 
Warrants D511 95298 3,769,098 
Total 25,892,600 45,809,923 
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Commitments 


The Company is committed to payments under an operating lease 


for office space as follows: 


313,261 
313,261 
313,261 
243,968 


is bee iTisy! 


Management is required to make judgments, assumptions, and esti- 
mates in the application of Canadian GAAP that have a significant 
impact on the financial results of the Company. The following sum- 
marizes the accounting policies that are critical to determining the 


Company’s financial results. 


Full Cost Accounting - The Company follows the full cost 
method of accounting whereby all. costs related to the acquisition of, 
exploring for and developing oil and natural gas reserves are capital- 
ized and charged against earnings. These costs, together with the es- 
timated future costs to be incurred in developing proved reserves, are 
depleted or depreciated using the unit-of-production method based 
on the proved reserves before royalties as estimated by independent 
petroleum engineers. The costs of undeveloped properties are ex- 
cluded from the costs subject to depletion and depreciation until it is 
determined whether proved reserves are attributable to the proper- 
ties Or impairment occurs. Reserve estimates can have a significant 
impact on earnings, as they are a key component in the calculation 
of depletion. A downward revision to the reserve estimate could re- 
sult in higher depletion and thus lower net earnings. In addition, esti- 
mated reserves are also used in the calculation of the impairment test. 
Oil and natural gas properties are evaluated each reporting period 
through an impairment test to determine the recover ability of capi- 
talized costs. The carrying amount is assessed as recoverable when the 
sum of the undiscounted cash flows expected from proved reserves 


plus the cost of unproved interests, net of impairments, exceeds the 


carrying amount. When the carrying amount is assessed not to be 
recoverable, an impairment loss is recognized to the extent that the 
carrying amount exceeds the sum of the discounted cash flows from 
proved and probable reserves plus the cost of unproved interests, net 
of impairments. The cash flows are estimated using expected future 
prices and costs and are discounted using a credit adjusted risk-free 
interest rate. Proceeds from the sale of oil and natural gas properties 
are applied against capitalized costs, with no gain or loss recognized, 
unless such a sale would result in a change in the depletion rate of 


20% or more. 


Oil and Natural Gas Reserves - The Company’ oil and natural 
gas reserves are evaluated and reported on by independent petroleum 
engineers. The estimates of reserves is a very subjective process as 
forecasts are based on engineering data, projected future rates of pro- 
duction, estimated future commodity prices and the timing of future 


expenditures, which are all subject to uncertainty and interpretation. 


Asset Retirement Obligations - The Company is required to 
provide for future abandonment and site restoration costs. These 
costs are estimated based on existing laws, contracts or other policies. 
The obligations are initially measured at fair value and subsequently 
adjusted for the accretion of discount and any changes to the un- 
derlying cash flows. The asset retirement cost is capitalized to oil and 
natural gas properties and equipment and amortized into earnings 
on a basis consistent with depletion and depreciation. The estimate 
of future abandonment and site restoration costs involves estimates 
relating to the timing of abandonment, the economic life of the 
asset and the costs associated with abandonment and site restoration 


which are all subject to uncertainty and interpretation. 


Outlook 


The information below represents Chamaelo’s guidance for 2006 


based on Management’ best estimates and the assumptions noted. 


Guidance 2006 


Estimated Production 


2,100 
17,400 


Guidance 2006 
100,000,000 


s ($) 60,000,000 


15S: 

1.49 

80,000,000 

jate $US/bbl 64.00 
rice $Cdn/mcf / 7.50 
age Exchange Rate 0.870 


Sensitivity Analysis 


The outlook is based on estimates of key external market factors. 
Chamaelo’s actual results will be affected by fluctuations in com- 
modity prices as well as the U.S./Canadian dollar exchange rate. 
The following table provides a summary of estimates for 2006 of the 


sensitivity of Chamaelo’s funds from operations to changes in com- 


modity prices and the U.S./Canadian dollar exchange rate. 


Guidance Variance in Variance in 
2006 factor cash flows 

‘West Texas 
Intermediate $US/bbl 64.00 US $1.00/bbl Cdn $680,000 


AECO Daily Spot 
Price $Cdn/mcf 


U.S./Cdn Dollar 
Average Exchange 
Rate 0.870 


7.50 Cdn $0.10/mcf Cdn $495,000 


Cdn $0.01 Cdn $499,000 


Risk Assessment 


The acquisition, exploration and development of oil and natural gas 
properties involves many risks common to all participants in the oil 
and natural gas industry. Chamaelo’s exploration and development 
activities are subject to various business risks such as unstable com- 
modity prices, interest rate and foreign exchange fluctuations, the 
uncertainty of replacing production and reserves on an economic 
basis, government regulations, taxes and safety and environmental 
concerns. While the management of Chamaelo realizes these risks 
cannot be eliminated, they are committed to monitoring and miti- 
gating these risks. The Company currently does not have any com- 


modity price, interest rate, or foreign exchange contracts in place. 


Reserves and Reserve Replacement 


The recovery and reserve estimates on Chamaelo’s properties are es- 
timates only and the actual reserves may be materially different from 
that estimated. The estimates of reserve values are based on a number 
of variables including price forecasts, projected production volumes 
and future production and capital costs. All of these factors may cause 


estimates to vary from actual results. 
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Chamaelo’s future oil and natural gas reserves, production, and funds 
from operations to be derived therefrom are highly dependent 

on Chamaelo successfully acquiring or discovering new reserves. 
Without the continual addition of new reserves, any existing reserves 
Chamaelo may have at any particular time and the production there- 
from will decline over time as such existing reserves are exploited. A 
future increase in Chamaelo’s reserves will depend on its abilities to 


acquire suitable prospects or properties and discover new reserves. 


To mitigate this risk, Chamaelo has assembled a team of experienced 
technical professionals who have expertise operating and exploring 
in areas which Chamaelo has identified as being the most prospective 
for increasing Chamaelo’s reserves on an economic basis. To further 
mitigate reserve replacement risk, Chamaelo has targeted a majority 
of its prospects in areas which have multi-zone potential, year-round 
access and lower drilling costs and employs advanced geological 

and geophysical techniques to increase the likelihood of finding ad- 


ditional reserves. 
Operational Risks 


Chamaelo’s operations are subject to the risks normally incidental 
to the operation and development of oil and natural gas properties 
and the drilling of oil and natural gas wells. Continuing production 
from a property, and to some extent the marketing of production 
therefrom, are largely dependent upon the ability of the operator of 


the property. 
Commodity Price Risk 


The Company’s oil and natural gas production is marketed and sold 
on the spot market to area aggregators based on daily spot prices that 
are adjusted for product quality and transportation costs. The Com- 
pany is exposed to foreign currency fluctuations as crude oil prices 


received are referenced to U.S. dollar denominated prices. 
Safety and Environmental Risks 


The oil and natural gas business is subject to extensive regulation 
pursuant to various municipal, provincial, national, and international 
conventions and regulations. Environmental legislation provides for, 


among other things, restrictions and prohibitions on spills, releases 


or emissions of various substances produced in association with oil 
and natural gas operations. Chamaelo is committed to meeting and 
exceeding its environmental and safety responsibilities. Chamaelo has 
implemented an environmental and safety policy that is designed, at 
a minimum to comply with current governmental regulations set for 
the oil and natural gas industry. Changes to governmental regula- 
tions are monitored to ensure compliance. Environmental reviews 
are completed as part of the due diligence process when evaluating 
acquisitions. Environmental and safety updates are presented and 
discussed at each Board of Directors’ meeting. Chamaelo maintains 
adequate insurance commensurate with industry standards to cover 
reasonable risks and potential liabilities associated with its activities as 
well as insurance coverage for officers and directors executing their 
corporate duties. To the knowledge of management, there are no le- 
gal proceedings to which Chamaelo is a party or of which any of its 
property is the subject matter, nor are any such proceedings known 


to Chamaelo to be contemplated. 


Disclosure Controls and Procedures 
over Financial Reporting 


Although the Company continues to refine its disclosure controls 
and procedures from time to time, the CEO and CFO have con- 
cluded that, during 2005, the process was effective enough to ensure 
material information was accumulated and communicated up to 
management in sufficient time for management to make decisions 


regarding the Company's disclosure required by securities legislation. 


Additional information related to the company, including the Annual 
Information Form (AIF), may be found on the SEDAR website at 


www.sedar.com. 


Management’s Report 


To the Shareholders of Chamaelo Exploration Ltd. 


The accompanying financial statements of Chamaelo Exploration Ltd. and all other financial and operating information in this annual report 
are the responsibility of management. The financial statements have been prepared by management in accordance with accounting principles 
generally accepted in Canada. The financial and operating information presented in the annual report is consistent with that shown in the 


financial statements. 


Management has designed and maintains a system of internal controls to provide reasonable assurance that assets are properly safeguarded 
and that the financial records are accurately maintained to provide relevant, timely and reliable information to management. Where estimates 
are used in the preparation of the financial statements, management has determined such amounts on a reasonable basis to ensure that the 


financial statements are presented fairly, in all material respects. 


The Board of Directors is responsible for ensuring that management fulfils its responsibilities for financial reporting, and has reviewed and 


approved these financial statements and Management’s Discussion and Analysis on the recommendation of the Audit Committee. 


The financial statements have been audited by KPMG LLP, the external auditors, in accordance with Canadian generally accepted auditing 


standards on behalf of the shareholders. KPMG LLP have full and unrestricted access to the Audit Committee. 


Rob Zakresky Nolan Chicoine 
aa Age 
President, Chief Executive Officer and Director Vice President, Finance and Chief Financial Officer 


Calgary, Canada 
March 21, 2006 
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Auditors’ Report 


To the Shareholders of Chamaelo Exploration Ltd. 


We have audited the balance sheet of Chamaelo Exploration Ltd. as at December 31, 2005 and the statements of operations and retained 
earnings and cash flows for the period from June 22, 2005 to December 31, 2005. These financial statements are the responsibility of the 


Company’s management. Our responsibility is to express an opinion on these financial statements based on our audit. 


We conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards require that we plan and 
perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the 


accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these financial statements present fairly, in all material respects, the financial position of the Company as at December 


“ 


31, 2005 and the results of its operations and its cash flows for the period from June 22, 2005 to December 31, 2005 in accordance with 


Canadian generally accepted accounting principles. 


A PYNC LL) 


Chartered Accountants 


Calgary, Canada 


March 21, 2006 


Balance Sheet 


As at 


December 31, 2005 


Assets 


Current assets: 


Cash and cash equivalents 23,001,687 
Accounts receivable 5,998,265 
Prepaid expenses and deposits 224.574 
29,224,526 

Oil and natural gas properties and equipment (note 3) 57,294,611 
Deferred business combination costs 6,309,023 
92,828,160 


Liabilities and Shareholders’ Equity 


Current liabilities: 


Accounts payable and accrued liabilities 11,594,829 
Capital taxes payable 54,521 
11,649,350 

Asset retirement obligations (note 5) SS7/D3385 
Future income taxes (note 6) 1,101,594 


Shareholders’ equity: 


Capital stock (note 7) 73,076,168 
Contributed surplus 697,393 
Retained earnings 2,528,270 


76,301,831 


Commitments (note 10) 


Subsequent events (note 11) 


92,828,160 


See accompanying notes to the financial statements 


Approved by the Board of Directors 


Rob Zakresky Larry Moeller 


pe 


President, Chief Executive Officer and Director Director 
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CHAMAELO ANN| 


Statement of Operations and Retained Earnings 


Period ended 


December 31, 2005 (1) 


Revenue: 
Oil and natural gas 136695150 
Transportation expense (281,789) 
Royalties (2,747,431) 
Interest income 322,980 
; 10,956,910 
Expenses: 
Production 2,127,422 
General and administrative 10227229 
Stock-based compensation 577,491 
Depletion, depreciation and accretion 3,039,390 
: 6,766,532 
Baines before taxes 4,190,378 
Taxes (note 6): 
Capital taxes 54,521 
Future income taxes 1,607,587 
1,662,108 
Net earnings 2,528,270 
Retained earnings, beginning of period = 
Retained earnings, end of period 2,528,270 
Net earnings per share: 
Basic 0.13 
Diluted 0.12 


See accompanying notes to the financial statements 


(1) Period from commencement of operations on June 22, 2005 to December 31, 2005 


Statement of Cash Flows 


Period ended 


December 31, 2005 (1) 


Cash provided by (used in): 


Operating: 
Net earnings 
Items not affecting cash: 
Depletion, depreciation and accretion 
Stock-based compensation 


Future income taxes 


av goy yA) 


3,039,390 
577,491 
1,607,587 


Funds from operations 


Net change in non-cash operating working capital (note 9) 


7,752,738 
(3,518,054) 


Financing: 
Issuance of capital stock 


Share issue costs 


Investing: 
Purchase and development of oil and natural gas properties and equipment 
Deferred business combination costs 


Net change in non-cash investing working capital (note 9) 


4,234,684 


32,502,344 
(1,453,169) 
31,049,175 


(14,917,714) 
(6,309,023) 
8,944,565 


(12,282,172) 


Change in cash and cash equivalents 


Cash and cash equivalents, beginning of period 


23,001,687 


Cash and cash equivalents, end of period 
See accompanying notes to the financial statements 


(1) Period from commencement of operations on June 22, 2005 to December 31, 2005 


23,001,687 
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Notes to the Financial Statements 


1. Significant Accounting Policies 
a) Basis of presentation 


Chamaelo Exploration Ltd. (‘“Chamaelo” or the “Company”’) was incorporated under the Business Corporations Act (Alberta) on April 25, 
2005 and commenced operations on June 22, 2005 under a Plan of Arrangement entered into by the Company, Chamaelo Energy Inc., and 
Vault Energy Trust. Under the Plan of Arrangement, the Company acquired certain oil and natural gas properties from Chamaelo Energy Inc. 


(see note 2). As a result, the financial statements prepared are for the period from June 22, 2005 to December 31, 2005. 


The Company commenced trading on the Toronto Stock Exchange on June 27, 2005 under the symbol “CXN”.The Company is engaged 


in the acquisition, development, exploration, and production of oil and natural gas reserves in the Western Canadian Sedimentary Basin. 
These financial statements have been prepared by management in accordance with accounting principles generally accepted in Canada. 
b) Oil and natural gas properties and equipment 


The Company follows the full cost method of accounting whereby all costs related to the acquisition of, exploring for and developing oil 
and natural gas reserves are capitalized and charged against earnings as set out below. Such costs include land acquisition costs, geological 
and geophysical expenses, production equipment, carrying charges of non-producing properties, costs of drilling both productive and non- 


productive wells and overhead charges directly related to acquisition, exploration and development activities. 


These costs, together with the estimated future costs to be incurred in developing proved reserves, are depleted or depreciated using the 
unit-of-production method based on the proved reserves before royalties as estimated by independent petroleum engineers. Oil and natural 
gas reserves and production are converted into equivalent units based upon estimated relative energy content of six thousand cubic feet of 
natural gas to one barrel of oil. The costs of undeveloped properties are excluded from the costs subject to depletion and depreciation until it 


is determined whether proved reserves are attributable to the properties or impairment occurs. 


Oil and natural gas properties are evaluated each reporting period through an impairment test to determine the recoverability of capitalized 
costs. The carrying amount is assessed as recoverable when the sum of the undiscounted cash flows expected from proved reserves plus the 
cost of unproved interests, net of impairments, exceeds the carrying amount. When the carrying amount is assessed not to be recoverable, an 
impairment loss is recognized to the extent that the carrying amount exceeds the sum of the discounted cash flows from proved and probable 
reserves plus the cost of unproved interests, net of impairments. The cash flows are estimated using expected future prices and costs and are 


discounted using a credit adjusted risk-free interest rate. 


Proceeds from the sale of oil and natural gas properties are applied against capitalized costs, with no gain or loss recognized, unless such a sale 


would result in a change in the depletion rate of 20% or more. 


9 Paper ~ rae ee -s a a eee NG 5 } = ] 
Portions of the Company’s oil and natural gas activities are conducted jointly with others and accordingly these financial statements reflect 


only the Company’s proportionate interest in such activities. 


c) Office and other equipment 


Office and other equipment is depreciated using the straight-line method over the estimated useful life of three years. 


d) Asset retirement obligations (““ARO’’) 


The Company recognizes the liability associated with future site reclamation costs in the financial statements at the time when the liability is 
incurred. ARO obligations are initially measured at fair value and subsequently adjusted for the accretion of discount and any changes to the 
underlying cash flows. The asset retirement cost is capitalized to oil and natural gas properties and equipment and amortized into earnings on 


a basis consistent with depletion and depreciation. Actual costs incurred upon settlement of the obligations are charged against the liability. 


e) Use of estimates 


The amounts recorded for depletion and depreciation, asset retirement obligations and the amounts used in impairment test calculations 
are based on estimates of proved reserves, production rates, oil and natural gas prices, future costs and other relevant assumptions. By their 
nature, these estimates are subject to measurement uncertainty and the effect on the financial statements of changes in such estimates in future 


periods could be significant. 

f) Revenue recognition 

Oil and natural gas revenues are recognized when title and risks pass to the purchaser, normally at the pipeline delivery point. 
g) Cash and cash equivalents 


Cash and cash equivalents includes short-term investments, such as money market deposits or similar type instruments, with maturity of three 


months or less when purchased. 
h) Income taxes 


The Company follows the liability method of accounting for future income taxes, whereby temporary differences arising from the difference 
between the tax basis of an asset or liability and its carrying amount on the balance sheet are used to calculate future income tax liabilities or 
assets. Future income tax liabilities or assets are calculated using tax rates anticipated to apply in the periods that the temporary differences are 


expected to reverse. 


i) Stock-based compensation 


The Company has a stock-based compensation plan, which is described in note 7. The Company applies the fair value method for valuing 
stock options granted to officers, directors, employees and consultants. Under this method, compensation cost attributable to stock options 
granted to officers, directors, employees and consultants is measured at fair value at the grant date and expensed over the vesting period 


with a corresponding increase to contributed surplus. Upon the exercise of the stock options, consideration paid together with the amount 


previously recognized in contributed surplus is recorded as an increase to share capital. 
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j) Per share information 


Per share information is computed using the weighted average number of common shares outstanding during the period. Diluted per share 
information is calculated using the treasury stock method, which assumes that any proceeds from the exercise of stock options and warrants 
would be used to purchase common shares at the average market price during the period. No adjustment to diluted earnings per share is 


made if the result of these calculations is anti-dilutive. 
2. Plan Of Arrangement 


On June 22, 2005, as a result of a Plan of Arrangement involving the Company, Chamaelo Energy Inc., and Vault Energy Trust, the Company 
acquired certain oil and natural gas properties from Chamaelo Energy Inc. in exchange for common shares and common share purchase warrants 
of the Company. Pursuant to the Plan of Arrangement, the Company issued 14,290,421 common shares and 699,332 common share purchase 
warrants of the Company to Chamaelo Energy Inc. shareholders on a pro-rata basis. As the Company and Chamaelo Energy Inc. are deemed to 


be related parties, the net assets acquired by the Company have been recorded at Chamaelo Energy Inc.s net book value as follows: 


Net assets acquired Amount ($) 


Oil and natural gas properties 44,694,608 
Office and other equipment 32,426 
Asset retirement obligation (3,206,034) 


41,521,000 


Consideration of acquisition 


Issuance of 14,290,421 common shares 41,389,355 
Issuance of 699,332 warrants 131,645 
41,521,000 


3, Oil And Natural Gas Properties And Equipment 


Accumulated 

Depletion and 
Depreciation Net Book Value 
$ $ $ 
Oil and natural gas properties 60,006,415 2,891,542 57,114,873 
Office and other equipment 201,425 21,687 179,738 
60,207,840 2,913,229 57,294,611 


As at December 31, 2005, the cost of oil and natural gas properties includes $6,956,507 relating to properties from which there is no production and 
no reserves assigned and which have been excluded from costs subject to depletion and depreciation. As at December 31, 2005, future development 
capital of $6,859,000 required to recover proved reserves has been included in costs subject to depletion and depreciation. During the period 

ended December 31, 2005, the provision for depletion, depreciation and accretion includes $126,161 for accretion of asset retirement obligations. 


During the period ended December 31, 2005, the Company capitalized $205,024 of general and administrative costs and $119,902 of stock-based 


compensation. 


The Company performed an impairment test calculation at December 31, 2005 to assess the recoverable value of the oil and natural gas 
properties. The oil and natural gas future prices are based on January 1,2006 commodity price forecasts of the Company’s independent reserve 


evaluators. These prices have been adjusted for commodity price differentials specific to the Company. The following table summarizes the 


benchmark prices used in the ceiling test calculation. Based on these assumptions, there was no impairment at December 31, 2005. 


Foreign Edmonton Light 
WTI Oil Exchange Crude Oil AECO Gas 
($US/bbI) larelic ($Cdn/bbi) ($Cdn/mmbtu) 
2006 57.00 0.850 66.25 10.60 
2007 55.00 0.850 64.00 925 
2008 51.00 0.850 SDS 8.00 
2009 48.00 0.850 DOR 7.50 
2010 46.50 0.850 54.00 7.20 
2011 45.00 0.850 B75) 6.90 
2012 45.00 0.850 5225 6.90 
2013 46.00 0.850 5S 25 TROS 
2014 46.75 0.850 54.25 7.20 
2015 47.75 0.850 515)35)0) 7.40 
2016 48.75 0.850 56.50 755 
Escalate 
Thereafter 2.0% per year 2.0% per year 2.0% per year 


4, Revolving Credit Facility 


The Company has a revolving operating demand loan credit facility available up to $10.5 million bearing interest at prime with a Canadian 


bank. The credit facility is secured by a $30 million fixed and floating charge debenture on the assets of the Company. 


5. Asset Retirement Obligations 


The Company’s asset retirement obligations result from net ownership interests in oil and natural gas properties including well sites, gathering 
systems and processing facilities. The Company estimates the total undiscounted amount of cash flows (adjusted for inflation) required to 
settle its asset retirement obligations is approximately $13.8 million which is estimated to be incurred between 2006 to 2032.A credit- 


adjusted risk-free rate of 7% was used to calculate the fair value of the asset retirement obligations. 
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A reconciliation of the asset retirement obligations is provided below: 


Balance, beginning of period e 


Liabilities transferred upon Plan of Arrangement (note 2) 3,206,034 
Liabilities incurred in period 443,190 
Accretion expense 126,161 
Balance at December 31, 2005 HSS 


a) The provision for income taxes on the statement of operations and retained earnings differs from the amount that would be computed 
by applying the expected tax rates to net earnings before income taxes. The reasons for the difference between such expected income tax 


expense and the amount recorded are as follows: 


Income tax rate 37.62% 


$ 
Expected income tax expense 1,576,420 
Increase in income taxes resulting from: 
Non-deductible crown charges 550,586 
Resource allowance (555,881) 
Capital taxes 54,521 
Reduction of tax rates (182,717) 
Non-deductible stock-based compensation 2202 
Other non-deductible items 1,927 
1,662,108 


b) The components of the net future income tax liability at December 31, 2005 are as follows: 


Future income tax liabilities: 


Oil and natural gas properties and equipment (2,807,557) 


Future income tax assets: 


Asset retirement obligations 1,269,284 
Share issue costs 436,679 
Net future income tax liability (1,101,594) 


7. Capital Stock 
a) Authorized: 
Unlimited number of voting common shares and non-voting common shares. 


b) Issued and outstanding: 


Number Amount ($) 


Voting common shares 


Issued for cash 


Incorporation 1 1 
Private placement 3,000,000 22,500,000 
Exercise of warrants 997 2,682 
Issued upon Plan of Arrangement (note 2) 14,290,421 41,389,355 
Share issue costs (net of future taxes of $505,993) = (947,176) 
17, 291-419 62,944,862 

Non-voting common shares 
Private placement (note 7(c)) 3,076,923 8,923,077 
Balance at December 31, 2005 20,368,342 71,867,939 
Warrants (note 7(c)) IT D238 1,208,229 
Total net book value of common shares and warrants 73,076,168 


On June 21, 2005, the Company completed a private placement financing for an aggregate of 3,076,923 units at a price of $3.25 per unit for 
gross proceeds of $10,000,000. Each unit is comprised of one non-voting common share and one non-voting common share purchase warrant 
of the Company. The fair value of the warrants was $1,076,923 (see note 7(c)). 2,256,500 of these units were issued to officers, directors, and 
employees of the Company with service commitments ranging from one to three years. If the service commitment is not met, the Company will 


have the option to buy back the units at the original $3.25 issue price on a pro-rata basis reflecting the time of service completed. 


c) Warrants 


Weighted 
Number of Average 
Warrants Price ($) Amount ($) 

Balance, beginning of period = = z = 
Plan of Arrangement (note 2) 618,100 2.10 103,754 May 26, 2009 
Plan of Arrangement (note 2) 81,232 2,35} 27,891 April 12, 2007 
Private placement 3,076,923 5.80 1,076,923 June 21, 2010 
Exercised for shares (997) 2.35 (339) 


Balance at December 31, 2005 3,775,258 53.12 1,208,229 
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On June 21, 2005, the Company issued 3,076,923 non-voting common share purchase warrants as part of the initial private placement (see 
note 7(b)). The fair value of the warrants at issue date was estimated at $1,076,923 using the Black-Scholes option pricing model with the 
following assumptions: dividend yield - nil; expected volatility - 32%; risk-free interest rate - 3.1%; expected life - 4 years; and estimated value 


of underlying shares - $2.90. 


d) Stock options 


The Company has authorized the issuance of 1,749,000 common shares under a stock option plan enabling certain officers, directors, employees 
and consultants to purchase common shares. The Company has reserved for issuance 1,749,000 common shares for this purpose. The Company 
will not issue options exceeding 10% of the shares outstanding at the time of the option grants. Under the plan, the exercise price of each option 
is not less than the weighted average trading price of the Company’s shares for the five day period preceding the date of the grant. The options 
vest over a period of 3 years and an option’s maximum term is 5 years. As at December 31, 2005, 1,749,000 options have been granted and are 


outstanding at prices ranging from $7.60 - $8.08 per share with expiry dates ranging from June 30, 2010 to October 3, 2010. 


The Company had the following stock options outstanding at December 31, 2005: 


Weighted Weighted 


Number of Average Average 
Options Price ($) Years to Expiry 


Balance, beginning of period - - - 


Options granted 1,749,000 7.62 4.51 


Balance at December 31, 2005 1,749,000 7.62 4.51 


Exercisable at December 31, 2005 - ~ = 


e) Stock-based compensation 


The compensation cost recognized during the period ended December 31, 2005 for the stock option plan was $697,393, of which $577,491 


has been charged against income and $119,902 has been capitalized. 


(he fair value of each option granted is estimated on the date of grant using the Black-Scholes option-pricing model with the following assumptions: 


Period Ended December 31, 2005 


Fair value per option $2.28 
Rusk-free rate 3.2% 
Expected life 4 years 
Expected volatility 32.0% 


Dividend yield = 


f) Per share information 


The weighted average number of shares outstanding for the determination of basic and diluted per share amounts are as follows: 


Basic : 19,823,867 

Dilutive effect of warrants 1,264,817 

Diluted 21,088,684 
i a ee eee 


For the period ended December 31, 2005, 1,749,000 stock options were not included in the calculation of dilutive common shares as they 


were anti-dilutive. 
8. Financial Instruments 
a) Fair values 


The carrying value of cash and cash equivalents, accounts receivable, prepaid expenses and deposits, capital taxes payable and accounts payable 


and accrued liabilities approximate their fair value due to the near term maturity of these instruments. 

b) Credit risk 

A substantial portion of the Company’s accounts receivable are with customers and joint venture partners in the oil and gas industry and are 
subject to normal industry credit risks. The credit risk on receivables is mitigated by selling to a number of large credit worthy purchasers. As 
at December 31, 2005, $1,774,574 was receivable from Vault Energy Trust, which included standard joint venture amounts and revenue from 
purchasers collected on Chamaelo’s behalf. 


c) Commodity price risk 


The Company’s oil and natural gas production is marketed and sold on the spot market to area aggregators based on daily spot prices that are 


adjusted for product quality and transportation costs. 


The Company is exposed to foreign currency fluctuations as crude oil prices received are referenced to U.S. dollar denominated prices. 
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9. Supplemental Cash Flow Information 


a) Net change in non-cash working capital 


Accounts receivable (5,998,265) 
Prepaid expenses and deposits (224,574) 
Accounts payable and accrued liabilities 11,594,829 
Capital taxes payable 54,521 
Net canes in non-cash working capital 5,426,511 


Relating to: 


Operating (3,518,054) 
Investing 8,944,565 
Net change in non-cash working capital 5,426,511 


b) Interest and taxes 


Cash interest received 295,611 
Cash interest paid (13,631) 
281,980 


Cash taxes paid = 
tf) ir ~ / IAM TtT 
10. Commitments 


The Company is committed to payments under an operating lease for office space as follows: 


2006 313;261 
2007 3135261 
2008 313,261 
2009 243,968 
2010 = 

TeSSe7o 


17. Subsequent Events 


a) On January 5, 2006, the Company entered into a Plan of Arrangement whereby it combined with two private companies - Tournament 


Energy Ltd. (“Tournament”) and Tropic Networks Inc. (“Tropic”). Tournament has oil and gas assets located in Chamaelo’s West Central 
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Alberta core area. Tropic is a company that sought to reorganize and enter the oil and gas business and has a technology business that will 
be distributed to its existing shareholders as part of the Plan of Arrangement. The combined entity will carry on with the name Chamaelo 


Exploration Ltd. and will continue to trade on the Toronto Stock Exchange under the symbol “CXN”. Chamaelo is treated as the deemed 


acquirer for accounting purposes and the continuing entity. The following table details the preliminary purchase price allocation for the 


business combination including Tropic and Tournament, which is subject to final adjustments: 


Net assets acquired Amount ($) 


Working capital 10,097,506 
Oil and natural gas properties and equipment z 163,000,000 
Asset retirement obligation (1,896,117) 
Goodwill 23,808,613 
Future income tax benefit 22,130,686 

217,140,688 


—_—Acee. <n eee ee ee eee ee 


Consideration of business combination 


Gash 84,700,690 
Issuance of 18,969,723 common shares 129,939,998 
Transaction costs 2,500,000 


217,140,688 


The net cash consideration for the business combination was $73,707,083 comprised of the original $84,700,690 cash, transaction costs of 


$2,500,000 less a $13,493,607 cash balance acquired from Tournament. 


b) Before the Plan of Arrangement, Tropic and Tournament closed equity financing agreements, on a “bought deal” private placement basis as 


more fully described below. 


Tropic issued 13,000,000 subscription receipts (“Subscription Receipts”) at a price of $6.75 per Subscription Receipt for gross proceeds of 


$87,750,000. Each Subscription Receipt was exchanged for one voting common share of Chamaelo pursuant to the Plan of Arrangement. 


Tournament issued 800,000 flow-through special warrants (“Special Warrants”) for gross proceeds of $6,000,000. The Special Warrants were 
converted into voting common shares of Chamaelo pursuant to the Plan of Arrangement at a ratio of 0.8928 of a voting common share per 
Special Warrant. Conversion of the Special Warrants resulted in 714,240 voting common shares of Chamaelo at an implied issue price of 


$8.40 per share. 
Share issue costs of $5,665,295 were deducted from the gross proceeds of $93,750,000. 


The remaining 5,255,483 voting common shares issued as the result of the Plan of Arrangement were issued as non-cash consideration for 


the business combination. 


c) Subsequent to December 31, 2005, the Company amended its credit facility with a Canadian bank. Under the amended agreement, 
the amount available on the revolving operating demand loan increased to $60.0 million bearing interest at prime plus a premium ranging 
between 0% and 1.00% based on the Company’s debt to cash flow ratio. The security on the credit facility now includes a $100 million 


supplemental fixed and floating charge debenture on the assets of the Company. 
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